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Professor
de Seife:

This is the final session of our Conference.
Yesterday morning we had the oral history of the
proposed international trade organization. In the
afternoon, we talked about certain issues that
spring from the possible adoption of an international trade organization. We are going to continue today to focus on the trend in regional trade
association such as the European Community,
NAFTA, and some other issues that will be raised
such as environmental law. Our speakers this
morning are Dr. Brown, a professor at IIT-Kent
who will talk to us about environmental issues as
seen from an international perspective. Next to
him is Anthony Scaperlanda. On my right is Dr.
Lynn Berat who will talk about labor areas. Next
to her is Justice Neely who will talk to us about
NAFTA.
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I am going to try and combine a lot of things
here. There is the question of the environment in
international trade and I think when you talk
about the environment in international trade, the
perspective of developing countries is never far
away. In speaking about the developing countries,
a few historical points should be made. At Havana
and at Bretton Woods, the developing country
voice was not very prevalent. These conferences
took place in the 1940s, before the period of decolonization, when what we now refer to as the
developing countries, simply were not independent. There has been since that time, an impression
that these basic institutions-including the GATT
and the IMF-were created by and for the interests of the industrial countries. They are thus not
particularly sensitive to the needs and concerns of
developing countries. There has been an effort to
address this concern.
One of the most obvious is the generalized
system of preferences in which the GATT made
an exception to the basic principle of nondiscrimination to allow trade preferences for developing
countries. That is a setup that has helped some
developing countries a lot and others not at all.
In spite of that, there is a feeling that the GATT
and the international trade regime is not particularly responsive to their needs.
A few of the points to be mentioned at this
point is the situation regarding non-fuel commodities. This situation has been a disaster for developing countries. Many of the developing countries
are dependent on the export of these commodities
for their foreign exchange income. There is the
whole concept of terms of trade. Developing countries think that the terms of trade have deteriorated. There is the fact that even within the
paradigm of trade liberalization, there have been
these anomalies such as the multifiber arrangements where, in fact, there have been derogations
from the principles of free trade and trade liber-
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alization to the detriment of developing countries.
They are very conscious of this. Even with regard
to financial aid, there is tied aid which interferes
with markets.
Developing countries think they have been on
the receiving end of some rather unfair treatment.
There has been a broad movement among developing countries toward trade liberalization. This
is occurring just as the commitment of a number
of the developed market economy countries to
liberalize trade has come into question with the
fiasco of the Uruguay round. This has left developing countries in a difficult situation.
Then there is the fact that preferential trading
blocs are popping up around the world. These
offer very little relief for developing countries.
They are not normally part of the scheme. Mexico
would be the exception in the context of NAFTA.
With the environmental revolution in the last
twenty years, there has been a need for a real
redefinition of a lot of the fundamental economic
concepts upon which the international economic
order is based.
The basic concept of internalization of the
externalities of environmental damage is a sensible
one. Even though this revolution was resisted by
a number of elements in the industrialized countries, as well as in the developing countries, at
this point, the principle is generally accepted that
these environmental concerns do have to be factored into the analysis. Whereas formerly, the
issue was, for example, should the GATT mechanism be adapted to respond to environmental
concerns? I think we have moved beyond that.
I think the question now is can the GATT
mechanism be adopted, or how can whatever
future international trade regime be forced to take
into account the new international environmental
analysis? Of course, we have new concepts, with
the concept of sustainable development being
foremost among them. It is what I like to call a
synthesis concept. You are trying to reconcile in
one concept the thesis that developing countries
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must develop for their own good and the good of
the global economy. The antithesis of this need is
to protect the international environment from irreparable damage and from unacceptable intergenerational effects. Thus, the synthesis concept
is sustainable development which is one which
does not compromise future needs. In this notion
of sustainable development, we link trade and the
environment, questions of efficiency, sustainability, equity and of course, the effective independence or interdependence on states. At the Rio
conference on the environment, there was a great
deal of focus on the idea of sustainable development, but little attention was paid to the notion
of trade concepts. This is unfortunate, and is left
to the Uruguay round. This does not provide
much hope that this will be addressed in the short
term.
There is an inherent danger that states will
use the environment as a pretext for limiting
imports or as a form of green protectionism.
International trade agreements, such as the GATT,
do not themselves purport to regulate the environment. However, they do and must regulate the
use of environmental trade measures. This issue
of the extent to which these environmental trade
measures should be limited has really revealed a
lot of the institutional inadequacies of the GATT.
GATT has been around for a while, and was no
one's first choice.
The GATT tuna panel decision really crystallizes a lot of the problems involved with this
international trade in the environment. Developing countries are concerned about the greening of
protectionism. They are also concerned about the
extraterritorial aspect of the application of environmental standards of industrialized countries to
what is happening in developing countries. This
raises sovereignty problems. They basically doubt
the suitability of developing environmentally-based
trade policies to their needs and requirements.
They see it as a form of eco-imperialism. It is
interesting that even though the GATT panel did
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decide that the United States' ban on the imports
of tuna from Mexico were inconsistent with GATT,
that it was the Marine Mammal Protection Act,
a bit of United States legislation that governs the
number of dolphins that can die in the process of
harvesting tuna that resulted in the decision. Applying that to products from Mexico was found
to be a violation of GATT, partly because it was
an extraterritorial aspect and partly because it had
to do with the process and not with the product.
The response of the United States Congress has
been to pass a resolution calling on the President
to change the GATT to make it consistent with
the Marine Mammals Protection Act, rather than
any notion that the United States would adjust its
standards.
The other issue I would like to touch upon is
the issue of environmental or sustainable competitiveness, another synthesis concept. We have the
idea we need a liberal trade regime with the
concept of avoiding environmental damage. We
have this notion of sustainable competitiveness
which is to make sure that environmental controls
do not have an adverse effect on competitiveness.
This is a difficult issue which hinges on the ability
to develop international standards which could
create a level playing field in international trade
with regard to environmental standards. There are
a lot of approaches to this that one could bat
around-should standards be identical, should
there be mutual recognition of standards, comparable standards, .or need they only be in harmony? There are a number of different approaches
to this.
Basically, there is the question of environmental dumping, the export of waste to developing countries. Here again, there is the question of
whether the developing countries are getting the
short end of the stick. There has been work on
this with the BASEL convention which provides
for notice and a few other ways of dealing with
the transport of toxic wastes. Developing countries are concerned that their interests have not
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been taken into account in the past, and that the
adaptations have been minimal. Now, the rules
are being changed at the most inconvenient time
for them, with regard to how and under what
conditions a state can develop. There is a lot of
talk about moving beyond the GATT to a multilateral trade organization which would replace the
GATT.
Indeed, if the environmental problems in trade
are to be dealt with, it must be done with some
mechanism that goes beyond the GATT framework. But developing countries are concerned
about the structure and whether this organization
would be dominated by the industrialized countries. They are concerned about whether this multilateral trade organization will be sensitive enough
to the special needs and concerns of developing
countries.
Developing countries do not take the position
that they should be free from all environmental
concerns. They do think, however, that the approach has been heavy-handed, that the standards
from the industrialized countries have been forced
upon them, and they are really concerned with
the process. We will see where this does head in
the future.
Thank you very much. Next we will hear
from Dr. Scaperlanda.
I am going to concentrate on foreign direct
investment. Fifty years ago, there was no real
concern over foreign direct investment when we
talked about matters like this. Since then, there
has been a real explosion of multinational enterprises ("MNEs"), the foreign direct investment
being the equity portion of the multinational enterprises. Consequently, there as been a fair
amount of talk recently about controlling MNEs
with some sort of international organization. I
would like to first provide some background.
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If you remember your trade theory, almost
all of it is rather explicit in assuming that factors
do not move internationally, including foreign
direct investment. There are some exceptions. In
1957, Robert Mundell introduced the idea that
foreign investment might be a substitute for trade.
In 1970, there were some ideas postulated that
foreign investment and trade are complements,
and there is Ray Vernon's product life cycle idea,
which purports to explain international shifts in
comparative advantage that result from product
standardization and technology diffusion. One avenue for this technology diffusion would be foreign direct investment.
So, we do have various interconnections either as complements, substitutes, or alternating
trade investment patterns, regardless of how those
interactions occur, and they will differ by industry
and at different times. What has happened is that
foreign direct investment has been woven into the
fabric of international relations much more completely than was ever the case when the Havana
Charter was first formulated. So my basic argument is that if the spirit of Havana is ever to be
recreated, it must take into effect foreign direct
investment more than was the case earlier.
There is some empirical evidence of the growth
of foreign direct investment which I would like to
share with you. If you skip forward from Havana
to about 1973, when the Bretton Woods fixed
exchange rate system ended, until 1991, foreign
direct investment has increased eleven times if you
measure it in SDRs, which tones down the size
somewhat. The United States was a source of
foreign direct investment which was very dominant in the world, providing forty-eight percent
of the world's foreign direct investment in 1973.
By 1991, we were only supplying twenty-five percent of that stock. In 1973, the Europeans were
only providing thirty-nine percent. By 1991, they
were providing fifty-two percent. The Japanese
were providing about five percent in 1973, and
almost thirteen percent in 1991. The shifts of
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where the firms are coming from have been rather
dramatic.
There have also been some dramatic shifts in
which countries are receiving the foreign investment. For example, in 1973, Canada was the host
country for sixteen percent of the foreign investment in the world, and only about six percent in
1991. In 1973, the United States received about
ten percent, and in 1991 about twenty-two percent. The United States had become much more
focused on the receiving end. Now the Europeans
increased a little bit in terms of foreign investment
they receive. It is significant that the Japanese
share of foreign investment received was about
one percent in 1973 and about one percent in
1991. This data leads to the conclusion that there
has been a global integration that has been fostered by foreign investment as well as by trade.
The importance of multinational enterprises has
also shown up in GATT in recent years. In the
Uruguay round process, they first identified traderelated investment matters called TRIMSs and
there is a draft agreement ready to be incorporated
if and when the Uruguay round is successfully
concluded.
In terms of looking at the others, there is
really an interaction between national governments and multinational enterprises. I am going
to assume that governments have their citizens in
mind when they put policy in place, and they
would prefer not to interfere too much if they
had a choice. The invisible hand does not work
perfectly, so national governments have put in
place rules and regulations. Once that happens,
there is the possibility that those rules will conflict
with the goals of multinational enterprises. There
is also the possibility that the home country rules,
where the parent of the multinational is located,
might conflict with the host country rules. There
is the possibility of many conflicts because nations
do put in place rules to protect their own citizens,
and because of the growth of multinational enterprises. Regarding the multinational enterprise, I
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am going to assume they are driven by a central
core of top management. Basically, owners are
not too involved. As long as they get a decent
dividend, they will stay out of the day to day
operations. What I am going to focus on is what
drives management.
The idea that prevails in the literature is that
most of the drive to be a multinational firm is to
keep the action internal to the firm. Some people
call it internalization theory. That is usually based
on transaction costs. There is an alternative that
was put forth by Alfred Chandler that you might
call an evolutionary theory of the firm, and it is
an alternative explanation for this internationalization process. Chandler's theory is that the enterprise will expand internationally because it is
easier to use the technology they already know,
rather than to expand within a domestic environment where they will have to learn new technologies, both physical and human. Secondly, as they
expand, they will expand as a multinational enterprise rather than by exporting or by licensing to
keep the control more completely in the hands of
the management. To do this, the firm must be
sufficiently capital intensive to require extensive
expertise and skills for the success of the firm.
Furthermore, the minimum efficient size plant
must be small enough so that there is not an
advantage of producing from just one plant. And
third, the host country's market must be of sufficient size and otherwise favorable. Foreign direct
investment will substitute for trade only when
there is a fourth factor, that being high barriers
to imports in the potential host country.
If you take the theory of multinational expansion, and the assumption that governments
want to protect their citizens, you then ask the
question internationally, is there a need? I think
the evolution of my argument is that there is a
need. There are market imperfections, some collusion, some lack of knowledge that needs to be
overcome. When the countries have introduced
these various rules to protect their citizens, they
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are going to run into conflicts with their foreign
investors as they want to take as much out of the
firm as they can, while the governments might
want to take some share of that for their citizens.
The TRIMS part of GATT, some of which is in
reaction to the government's desire to have domestic content contained in the foreign investment
product, or export requirements, concerns those
kinds of ways of capturing some of the gains for
the local economy. The governments of home and
host country might be in conflict regarding taxes,
for example.
A third point of contention would be between
the home country and the multinational firm.
These would likely be solved in the home country
courts and would never get into this OMNE setting. If we recognize that there is a need because
of the potential conflicts, what kind of structure
would an OMNE have-this organization for multinational enterprises?
The structure would be guided by four questions. What rules and guidelines are needed to
facilitate the growth of multinational firms? I do
not think we want to thwart progress. Second,
what safeguards are required to ensure that the
rents generated from the multinationals are dispersed fairly to all parties possessing a compelling
interest in the multinational activities? I agree that
defining fairness is difficult. Third, in establishing
the guidelines and safeguards, is harmonization a
better approach than to try to eliminate certain
practices? Fourth, what are the most efficient
procedures for handling conflicts? Regarding the
making of rules that would allow multinationals
to grow, I think that if they are transparent,
predictable, and relatively permissive, you can
have progress. If they are predictable, they are
not twisting the multinational all over the map in
terms of making decisions. In terms of safeguarding the opening of multinational enterprises, that
should promote competition. In the short run,
some of that competition should help distribute
the gains being made through lower prices. There
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may be some short run rules to protect labor. In
the longer run, governments will have to establish
safeguards to control what a multinational enterprise does.
One approach may be the European Community's policy to encourage small and medium
size industry. If you go that route, there will have
to be some rules and articles on how tax credits
can be used, how subsidies, market assistance, all
those things might be used to encourage small or
medium size industry. At some point, you must
define when an industry is no longer infant and
is mature. For existing multinationals, an OMNE
would have to establish guidelines for antitrust
policies to ensure that mergers and acquisitions
are not detrimental to the well being of the general
citizenry, and they will probably need to have an
accompanying code on restricted business practices. Such a code would probably be difficult
because culture and history formulate different
definitions of what is restrictive in different places.
There would have to be some sort of agreement
in which some things are generally considered as
restrictive and prohibited, and possibly some of
the practices that not everyone agrees are restrictive might just be discouraged.
Parallelling the rights and protections an
OMNE might bestow on multinational enterprises,
the multinational would have some responsibility
that would need to be spelled out in an international code. In that regard, they will have to
adhere to the rules. A question that follows this
is whether harmonization of policies is a better
idea than eliminating practices.
The general idea is that if you try to eliminate, you will wind up with some very stiff arguments, some confrontational situations, and it
might be better to harmonize policies so that all
multinational enterprises would know what to
expect going abroad, and that might maximize
their contribution to society. If national rules can
be harmonized across nations, the multinationals
would have fewer problems, and hopefully the
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citizens of various countries would benefit more.
When you get into conflicts, it breaks down into
intergovernmental negotiations, and there are some
people who propose that something like GATT,
albeit a strengthened procedure, should be used.
They propose patterning the intergovernmental
dispute settlement procedure after the one embodied in the Canada-United States free trade agreement. For firm vs. government disputes, the
OMNE would only enter in certain selected circumstances, since the firm is not a sovereign
entity. Bergsten and Graham suggest the model in
the European Court process where they adjudicate
disputes between the European Community law
and the national law in regard to national law.
In conclusion, there seems to be little doubt
that foreign investment has increased in importance in promoting international equilibrium to a
level that was unimagined in the days before the
Havana Charter was drawn. The growth of foreign direct investment is accompanied by an increase in the range of potential conflicts. The time
has come to consider an organization for multinational enterprises.
Thank you very much. Now we will listen to
Dr. Berat.

It seems to me that in all the talk about free
trade, what we are facing is a steady exporting of
United States jobs rather than United States products. The end result of this is severe social dislocation in this country. It would seem to me that
the only reason that the very curious American
experiment in democracy has held together to this
point is because we have had a situation of relative
economic prosperity. But as that prosperity erodes,
and I think it is quite clear that we are creating a
permanent and ever larger underclass in this so-
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ciety, that inevitably, our very democratic framework must begin to collapse as well. In this
country, up until August, we lost 243,000 manufacturing jobs. In August alone, 42,000 of those
jobs disappeared. All of this talk about free trade
which would mean to me in terms of goods, "I'll
send you my stuff, you send me yours," is that
we are losing sight of the fact that American
companies are saying, in an effort to get cheaper
and cheaper labor, that "I'm not sending you my
goods, I am taking my factory and moving over
there, those people there are getting my goods,
but then I'm taking those goods from country X
and re-exporting them back to the United States
where I have just closed my factory." Well, in
one sense, that's free trade, but somebody has to
calculate the social costs of that.
I think thereare various myths that are promulgated when one discusses something like
NAFTA. The first is that we are going to get
cheaper products. I have done a study of a hundred different products right across the board
from high-tech products to new apparel. In so
many instances, there are products from the same
manufacturer sitting right next to each other on
the shelf. One product is made, let's say in Malaysia-thirty cents per hour labor. The other is
really made here. The products are the same price.
How it is possible that you are being charged the
same price? In some cases, the prices are very
high indeed-a fifty-five dollar shirt, an eightyfive dollar shirt, and they are the same. One was
made in Singapore for $3.50 for a dozen. The
other was made in a garment factory in New
York. Well, to me that is impossible, that has
nothing to do with free trade. I am not receiving
any benefit whatsoever. The shareholders of that
company are obviously getting a benefit, but the
American consumer doesn't get anything out of
it.
It would seem there is another myth. That is
the myth that what we lose in manufacturing are
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what are known as sunset industries. Think a
minute. What is a sunset industry? It would seem
to me that a sunset industry is something that is
becoming technologically obsolete in the modern
world. But what are we losing? Besides the hightech jobs which we are losing in great numbers,
we are losing things that are not going to go away.
We are losing apparel. Apparel workers have been
hit very hard. We have lost over 100,000 apparel
workers in the last decade. There is a spinoff
effect too because it's not just the person at the
sewing machine, but also the person that dyed the
cloth and so forth. I keep hearing that textiles
will gain, but I find that hard to believe. So if
you lose apparel, ii means that this country doesn't
need to wear clothes, because all of your clothes
come from someplace else. You don't need shoes
because they come from someplace else too. You
don't need dishes, glasses, you don't need all of
these things that are everyday items. With a market of 250 million people, there is something
strange going on here.
The other thing we talked about is retraining
workers for high-tech jobs. Presumably that means
computers, calculators, electronics, and so forth.
But the fact is, we are not getting those jobs.
Those jobs are disappearing too, and they are
going to the same places where the sunset industries are going-places with very cheap labor.
Even if you retrained people, what would you be
retraining them for? What are the incentives for
people to invest here rather than elsewhere, particularly in the Pacific Rim? There's a real problem which has to be addressed.
Another problem which is related is of course
the question of human rights, and indeed environmentalism as well. But there's a view that everything is essentially compartmentalized. When we
talk about trade, we're really talking about money,
and we are also concerned tangentially with human rights and also with the environment, but
those things are not paramount. Somehow there
needs to be a shift in consciousness. Because you
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have a company which is an American company,
and contrary to what was said yesterday, when
somebody said, "well, it's hard to know where a
company belongs." But when you ask someone
in a company where their company is, they'll tell
you where their head office is, even if they have
operations in fifty countries. American companies
really need to confront the question of why it is
okay for a company to go to Bangladesh, which
has child laborers, and then send their products
here? However, if their factory was located in the
United States, they couldn't do that because the
United States has subscribed to certain international conventions. The question then becomes,
with what moral credibility do we speak as a
government when we tell countries that they
shouldn't do these things or you shouldn't do
those things because they violate human rights?
They will respond, "well, you let your nationals
come over here and do it all the time and it
doesn't bother you too much."
Moreover, the larger problem concerning the
continuing erosion of jobs is that we also erode
our moral credibility. We tell countries you
shouldn't do this with human rights or you
shouldn't do that. They say, "Look, you have
places like Appalachia. Look at your inner cities
exploding, or imploding as the case may be, and
an incredible rise in drug use and violence."
There's a considerable bit of evidence which seems
to indicate that these things are directly related to
the decline in manufacturing jobs in the population of the inner city, for example. So the decline
in the African-American family fits very well with
the pattern of the loss of these jobs, the question
then becomes, what do we do about it?
My understanding of the GATT is that under
the majority view, they're probably not correct.
But in fact, it is really not clear. If we do that
they'll say that it's not a good idea. But there's
something else going on with the GATT. There
seems to be a direct relationship between how
sensitive something is politically and how impor-
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tant it is for a country to have certain laws and
how likely it is to be challenged. The more important it is to a country and the more sensitive
it is, and everybody knows it, the less likely it's
going to be challenged under the GATT.
There's something else going on here too, we
keep talking about the GATT, but really, by the
time something gets to the GATT, most things
are done bilaterally. The GATT is somewhat removed from most trade disputes. These are all
the legal mechanisms-the oversuperstructure. But
there are some grass roots things that people could
do. They could target American companies who
do these things and-say, "this has to stop, or we
won't buy your products." So if you get two cents
per hour labor and you can't sell your Nikes in
your nine-floor building downtown in Chicago,
it's going to make a difference to Nike. People
don't want them and they can't sell them. People
say that this is really naive. How are you going
to mobilize people to do all of these things since
this is such a fractious polity? The same thing
was said about the consumer movement and the
women's movement. Many people wish those
things didn't occur I'm sure, but they have happened and they have been incredibly successful.
One could do the same with United States companies. I'm not talking about foreign companies,
but United States companies who want to abandon their enterprises here and then send us their
products. I would say that has to stop and there
has to be a greater social responsibility that is
inculcated. I am not naive in thinking this will
happen tomorrow. But sooner or later someone
is going to wake up and say, "What has happened
here? This country is falling apart."
Part of the reason for that is that we have
people who are not employable and who can never
be employed because although we like to talk
about better education, we know that better education is not coming for this generation of children, not the next generation, and maybe never.
The kinds of jobs that they can do, they'll never
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have a chance to do. If they don't have that
chance, then we'll all be paying the social costs.
So we need to do something about that and really
strategize to do something to change it.
Thank you very much Dr. Berat. Now we'll
hear from Justice Neely on NAFTA.
Well, you have two people on the same side
of NAFTA and I don't know if you can stand
that, one after the other. I think that I'm not as
pessimistic as Dr. Berat in that I don't gainsay
that it is theoretically possible to expand wealth
by free trade, particularly in the North American
Free Trade Zone. Ultimately, the United States
will specialize in comparatively high wage, high
productivity jobs. We have done a better job of
creating jobs in the last twenty years than just
about any economy in the world. A far better job
than Europe or Japan certainly. With regard to
sweatshops in Asia, etc., I'm not so sure those
are jobs worth having. The problem that I see in
NAFTA is that you cannot do it today. And the
reason you cannot do it today is because of what
Keynes once said that in the long run, we are all
dead. At least my job, as a practicing politician,
is to try to take care of my people today. I'll let
the future take care of itself.
America right now is in an absolute crisis as
a result of very serious family-related pathologies.
I'm not talking about family values. I'm talking
about family structure. The likelihood of a child
from a single-parent family failing in school is
three times greater than a child from a two-parent
family. Seventy percent of all people in penal
institutions come from single 2parent families. Currently, the illegitimacy rate in the United States,
across the board is twenty-eight percent. This is
not a black underclass problem. This is a white
middleclass problem. The white illegitimacy rate
alone is nineteen percent. The gap is narrowing.
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The black illegitimacy rate is still sixty-four percent and I brought, just to illuminate this discussion, an article from the September 14, 1993 Wall
Street Journal which demonstrates that blacks in
America are the only ethnic group that has had a
net loss in jobs in this last recession.
We know the jobs that are going to be lost.
They are basically sunset manufacturing jobs, but
they are blue collar middleclass jobs. They are
jobs that pay anywhere from $9.00 to $14.00 or
$15.00 per hour. Some of them are unionized,
some are not unionized. Most of them have benefits. We cannot afford to lose any jobs in America right now that require nothing more than a
strong back and a steady application of effort
because our family-related pathologies mean thatthe bottom half of our labor force is not capable
of being retrained. You can train somebody who
has basic literacy and basic numeracy skills. I can
take any girl or boy out of high school who has
numeracy skills, typing skills, and a decent disposition and I can make him or her a lawyer
within three years. What I can't do is teach people
how to read, and I can't keep people from being
violent. I can't give them social skills.
I am in the law industry business and I can
take large numbers of high school graduates and
I can make them worth between $28,000 and
$40,000 per year in three or four years, but I
cannot compensate for reading skills. That's the
problem we have right now. A problem that relates to active-aggressive acting out behavior among
children who have had absolutely no nurturing
through the first six or seven years of their lives.
Unfortunately, all of the people who are poor
tend to nestle in the same place. Income pushes
single parent families into the same neighborhoods
while the middleclass and tpper middleclass in
double parent houses sit up on the hill or in some
other neighborhood.
If you put three or four children in third
grade, particularly boys, who are aggressive and
acting out because they have had early or extensive
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day care, and they have had little to no love or
support at home, that third grade teacher will
spend her whole day managing that class. So,
nobody is going to learn in that school. What you
have seen since 1980 in this country is a divergence
of wage rates. The top half of the American
economy are alright and they are doing better and
better by world standards because they are the
people who are managing a high technology
knowledge intensive economy. All economies
evolve. You begin as a raw materials intensive,
labor intensive economy. Then you move to being
a capital intensive economy-that's the United
States in 1930. And then you move to being a
knowledge intensive economy.
We have the learning curve advantage in all
knowledge intensive jobs and any complicated
industrial process that requires knowledge intensive skills on the part of blue collar workers,
either the United States, Germany or Japan is
going to get it. But we, in particular, will get these
jobs because our people on the top end are much
more creative. You never hear of anyone going to
Japan to be educated. People talk about how bad
the American schools are. American schools are
the best in the world, from top to bottom. The
problem lies with the American students. Schools
everywhere are spending large amounts of money
at all levels. Our teachers are the best educated in
the world, and our buildings are the best. Granted,
we have some poor structures in the inner city,
for example, but you haven't seen the structures
lately in France, Marseille, Japan or Korea. What
we don't have is the best students. And we don't
have the best students because we don't have the
best families.
Once American education gets to the voluntary level, at the age of 18, suddenly American
education takes off. Every single student in that
class is there because he or she wants to be there.
We don't have any discipline problems in this
seminar. Everyone who is in this room is here
because he or she wants to be here. You never
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hear of an American student studying in Japan
unless he or she is studying Japanese. And you
don't know any Americans who go to Germany
to study unless he or she is studying German
medieval literature. Whoever went to France or
Italy to study anything except painting? But the
whole world comes to America. When I get sick
abroad, I want somebody to rent me a jet and get
me back here to the good old United States where
I know there are doctors who have busted their
chops to get through the most demanding, competitive, getting-into-medical-school-kind-of-thing
in the world.
The people who are for NAFTA, are correct.
In the long run, the old comparative advantage
analysis is accurate. There will always be work. If
it's not digging ditches by hand, then it will be
respiratory therapy. Indeed, you can create new
jobs and human wants are more or less limitless.
But that's assuming you have a labor force that
is capable of being trained to take those jobs. We
don't have that right now. Therefore, the first
step in all of this is to change the stories we tell
one another about labor force training. NAFTA
is a good idea if it is brought in over a fifteen
year period.
One final thing is that NAFTA is not only a
free trade agreement, it is an investment protection treaty. There are already 2,200 American
corporations in Mexico. The big argument is that
if everyone were going to move, then they would
have already moved. The companies that are now
in Mexico are large corporations that are capable
of taking the risk in a desperately incompetent,
corrupt, and unstable government. Once NAFTA
goes through, there are going to be international
guarantees of the security of foreign investment.
What that then means is that much smaller plants
can move.
We often say in law that ninety-four percent
of all cases in court get settled, the rules that you
generate in appellate court are not important for
the cases you decide. They are only important for
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the cases you don't decide. Courts write opinions
to guide people in the settlement of other cases.
It really isn't whether companies can move to
Mexico as it is whether they can say to their
workers, "Look, you better take a dive on this
contract negotiation, otherwise you don't work
here anymore because we're going to Mexico."
There are good reasons to be against NAFTA
notwithstanding that it will generate some jobs.
But you can't take the social disruption.

turn.

Well, thank you very much. Bob, it is your

I really want to talk about two topics, one
that we have discussed so far-whether NAFTA
is a good economic deal for the United States.
And I include the spinoff issues that you discussed. I also want to get to some of the neglected
broader issues that I think are just as important,
if not more important than the issues that we
usually discuss. So I'm going to try to give a quick
summary in response to what I've heard.
I agree with virtually all of the concerns I've
heard and a lot, not all, but a lot of the comments
that I've heard from the two opponents of
NAFTA. But I come to an opposite conclusion.
And I guess the main reason I come to an opposite
conclusion is that it seems to me that the choice
is whether we are better off with NAFTA or
without NAFTA, as opposed to are we better off
with NAFTA or some other way that we wished
the world would operate, but it is not likely to
anytime soon. If I go to the question are we better
off with NAFTA or without NAFTA as being the
two real choices that we have, I look at some real
problems. Virtually of the problems I've heard in
any debate, and they are real problems, but they
are going to be with us with or without NAFTA.
Mexico is always going to have a lower wage level
as long as they have a vast surplus of underem-
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ployed labor. Mexico today can have environmental standards that, on the books look comparable
to the United States, but in fact they are not
enforced as a way of luring industry into the
country.
Mexico today can have a tariff structure which
is two and one-half times our own. In other
words, the average tariff rate for United States
goods going to Mexico is ten percent. The average
United States tariff rate for Mexican goods coming into this country is four percent. Mexico has,
on the whole, more substantial nontariff barriers
including outright quotas than we do. Today,
Mexico has a relatively liberal system for encouraging U.S. investment if the goods will be exported back to this country. Any major firm that
wants to build a factory in Mexico and promises
that the vast majority of its goods will be exported
back to the United States gets very liberal treatment on all of its foreign investment rules. On
the other hand, Mexico foreign investment rules,
even though they have been liberalized since 1986,
still do not let us come into a very liberal system
to invest in Mexico if the result will be to sell
goods or services in the Mexican market. These
things are going to happen with or without
NAFTA. That's the current situation we have
now.
We are losing jobs, factory jobs. We will
continue to lose them as long as the playing field
is tilted against us. And it is at the current time.
Is it going to be better off without NAFTA? Well
I have something less than complete faith in econometric studies. Out of all of the economists that
have looked at this, there is a very broad consensus that NAFTA will be a relatively net positive
benefit for the United States. We will gain jobs,
we will lose jobs, but on the whole it appears that
we will gain jobs. When I talk about the relatively
small impact, studies indicate that it should increase gross national product of the United States
something like 0.1 or 0.2 percent. It's a small
percentage number, but it's a pretty big number
when we apply it to the size of the United States
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economy. It all intuitively makes sense. I like your
fifteen year phase-in period, because that is exactly the phase-in period. Over fifteen years, their
tariffs at ten percent would come down to zero.
Our tariffs at four percent would come down to
zero. Over this period NAFTA has a provision
which requires indexing of Mexican minimum wage
law. Their economy has been growing rapidly
which means that by this formula, they should be
increasing minimum wage laws thereby narrowing
the gap between the United States and Mexican
wages. Intuitively, when we look at what is going
to happen it makes sense that this would present
a small but positive benefit for the United States.
Well let me go to the other reasons. Let's
start with the recognition that in an era of law
and declining tariff rates that free trade agreements are not terribly significant. Having a zero
percent tariff rate for trade between a limited
number of countries is very significant if the
average tariff rates are fifty percent, as they were
at one time in the United States. Far less significant if the average tariff rates are four percent
and declining. If that's the case, where are the big
issues? I think the big issues are, at least in terms
of principle, in a couple of areas that are usually
not discussed. One thing that free trade agreements can do is to encourage further harmonization of important economic social and
environmental policies in the member countries.
In fact, NAFTA does this. For example, in the
environmental area there is a provision in which
each country recognizes that it is inappropriate to
lower environmental standards in order to attract
industry. The indexing of minimum wages helps
to harmonize labor policies. To the extent we
lower nontariff barriers or disguised forms of
protectionism, this leads to the harmonization of
overall policies. So this is one thing. It serves as
a goal. It serves as a prod to encourage more
similar economic, social, and political standards.
Secondly, it creates regional industries. The
firms in this country compete not only among
themselves-not only with firms in Mexico and
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Canada-we are in a worldwide economy. We
compete with firms in the European Community
for example. The Maastricht agreement is the
latest element in this harmonization and integration. They have the ability to take one component
of German engineering, French design, and production in a low cost country such as Portugal or
Spain to get the comparative advantage of twelve
different countries and create regional products
that take advantage of each of those countries
and then sell that in the world economy competing
with us. It is going to be more difficult to do that
unless we have similar opportunities to create
regional opportunities.
I think it's also important in terms of whether
we want to encourage market reform and democratization in Latin America. And I hear a lot of
racist statements about Mexico and Latin American countries. However, NAFTA is an agreement
that would be expanded to other Latin American
countries in the future. There are several countries
that are very interested in this. They are looking
to see what happens with Mexico. They still have
a long way to come, but in the last decade we
have seen courageous and dramatic reforms in
Latin America. In about ten years we went from
a Latin America that had two or three democratic
governments and all the rest were dictatorships of
one sort or another, to the point where we have
probably all, with maybe one exception, democratic governments in place.
We've had dramatic market reforms in these
countries. We have had wholesale privatization in
country after country. For example, Mexico reversed policies of previous governments in 1986.
They joined GATT and they unilaterally reduced
their tariff rates by an average of fifty percent to
the current ten percent. They have had some
democratic reforms. They are even allowing the
opposition party to win mayorships and other
government offices. If we think these are useful
reforms, the one real question we have to ask
ourselves is if we think they are good on some
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basis of being a good world citizen or because we
think it's in the national interest of the United
States to have market democracies in Latin America. We have to ask ourselves if rejecting NAFTA
is going to encourage this process to continue or
if it's going to discourage it. I have my own
opinions about that.
It seems to me pretty clear that we send the
wrong signals if NAFTA is rejected. Mexico, in
particular, has an election coming up in two years.
In the Mexican system, the President has substantial powers, substantially greater powers than the
United States President. The reforms that have
occurred are up for reevaluation with this next
President. We have to ask what signals we want
to send to the next Mexican President as this
President is preparing the campaign platform virtually as we speak. Those are the other positive
issues that I see in terms of what positive agreements can do.
I have some negative views as well about
regional trade agreements in general, if not
NAFTA. One is that there is an uneasy coexistence
in GATT's multilateral system between regional
trade agreements and the multilateral trading system. I think we are at an equilibrium stage, but I
think there is a danger that if we start to govern
more of our trading relations with regional trade
agreements, we upset that balance and we endanger that multilateral system. That concerns me a
lot because I see that if we end up with a world
in which we can envision that this is at least a
possible scenario with a major trading bloc in
Europe and another one in the Western Hemisphere, Japan dominating a trading bloc in Asia,
perhaps we get a few more, it's kind of like in
the playground choosing up teams. Not everyone
is going to get chosen. When we look in terms of
putting our ideal trading bloc together we want
accommodation of industrial countries and countries with agricultural comparative advantages and
so forth. But not everyone is going to get chosen,
and I can tell you who's not going to get chosen.
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It's going to be a lot of those underdeveloped
countries who don't have strong political ties with
the leaders of these new blocs. They are going to
be further marginalized and I think that is a
terrible scenario for the future. When I see less
developed countries that are further and further
marginalized from the world trading system, I am
starting to see the sort of frictions that led to the
resumption of World War II twenty years after
World War I, as we look back to those economic
conditions.
To go further with this scenario, I see the
possibility that we will have four or five major
blocs that are less interdependent with each other,
that are more hostile in terms of economic rivalries, and again I look back at that interwar period
and I see the same thing possibly happening. So
it seems to me it is important to keep regional
trade organizations in that uneasy balance and
not let them become the major force for determining trade patterns in the future. I guess I then
find myself where I started yesterday. In terms of
the importance of trade policy, economics are
important. In fact, the problems with underdevelopment create political problems. For the most
part, this is part of a structure of international
economic institutions which were created to play
a peacekeeping role by the architects of post-war
policy. I don't think we can lose sight of that and
we have to make sure that in the future they
continue to play that role as opposed to creating
frictions which have the possibility at least of
playing the opposite role that was intended.
Well, thank you very much. It's my privilege
as moderator to make a few comments so that we
can get a discussion going among the participants
of this Roundtable. You may wonder why do I
have NATO in there? Well, it's there because in
my article, which was published in the Nebraska
Law Review, I chided President Bush for having
missed the opportunity for addressing NATO, and

1994:505]

NAFTA-EFTA

saying, "Let's convert this military establishment
into an economic cooperating institution." He
went to the Europeans and literally offered them
American soldiers to keep the peace God knows
where. And I don't like the idea of the Americans
becoming the Hessians of the Twenty-First century. I think we have better things to do with our
people. In order to protect the Third World, we
have to recreate the ITO. But in order to recreate
the ITO, it might, because we have these regional
institutions, be necessary to proceed from there
and have the regional institutions coalesce as it
were and agree on the recreation of the ITO. I
happen to believe this was part of the symposium,
if you please, that the solution is in having an
international commercial tribunal, an arbitration
tribunal as opposed to the confrontational style,
the negotiations. The negotiations are confrontational. I happen to think arbitration is where it's
at.
Insofar as some of the comments that were
made, let me raise some points. Whatever one
may say about Mexico, they sure did not succeed
in taking advantage of the petroleum industry. I
don't see the benefits of whatever the petroleum
industry brought to Mexico filtering down to the
people. In many of these countries, the people are
very slow in getting any benefits of whatever
economic development goes on at the top. Between the top capitalists and often between the
governments, whether they are dictatorships or
so-called democracies, nevertleless they are corrupt, and that's one of the problems. The same
thing is pretty much true throughout the world.
Take Algeria. I representated Sonatrack for
years, the petroleum industry of Algeria. What
has it done for Algeria? Not a thing, basically.
They started building the most advanced town
technologically with the petroleum money. It was
a computer town with a third generation of computers already in there. And then the thing is now
rotting because there is no personnel and no money
to finish the project. There are so many types of
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what we call the "Third World." We like to throw
everything together under one umbrella. It's not
that simple. You have Argentina, and Brazil who,
for political purposes, want to be in the Third
World because they want to be the leader. You
have developing countries, underdeveloped countries, nation economies, and then you have the
post-industrial countries.
We are getting into what you would call an
industrial service industry which I tongue in cheek
call a pimping industry because we are selling
among ourselves. We bring in the goods and then
you have ten salesmen in the process who sell
these goods to each other. Prices go up and
nothing is being produced that is tangible. Salesmanship is very honored in the United States. You
need salesmanship, but you also need production.
Until the happy days come when we have countries engaging in specialized areas of industry or
production, out of necessity, we have to maintain
some independencies of either world. On the one
hand, I am an obviously committed world government type, and yet on the other hand I do see an
immediate necessity of protecting our economy
and jobs and I think sometimes, for the purposes
of dreams, we sell the present short. That is a
mistake.
I happen to agree that regionalization is perhaps not a good thing. That leads me to the
conclusion that ITO is where its at. We have a
problem, and the problem is that the East-West
conflict is now history. Well, now what do we
do? We have a North-South conflict however,
being economic. Now either the two get together
and we start taking care of the people who are
poor and help them. Not their governments, the
people. All this business about aid to such country, the aid never goes to the people. It's like our
war on poverty under Johnson. Sixteen billion
dollars spent. Ten cents on the dollar went to the
poor of the United States, ninety cents on the
dollar went to the administrators and to the relatively high paid jobs for the bureaucrats. We must
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look at some of those things, and come into other
issues.
Obviously, MNE's pose problems. They have
no national flag. We are being told this is an
American corporation. This is not true. I was at
a board of directors meeting attempting to solve
a problem between Sonatrack and another oil
company, and it was discovered that here was an
American corporation that had its own foreign
policy different from American foreign policy. It
creates imbalance. The transnationals have a flag
only when they need their government to protect
them. These are legal issues that are very important. Economists might not like lawyers, but lawyers are there to serve to implement economic
theories. I would like you to discuss your perspectives and points.
It seems to me that you can be much more
sanguine about NAFTA than I because you live
in Nebraska and I live in New Haven. New Haven
is one of the poorest cities in America. It has a
higher infant mortality rate, worse than many
third world countries. When you say that maybe
NAFTA will bring us jobs overall, that would be
nice, but it is the kind of jobs we will lose that I
am arguing is the crucial thing. This is the permanent underclass. This is what I see every day
in New Haven. As New Haven has lost over forty
percent of its manufacturing jobs, and over onethird of the unemployed today are people who
have never gotten another job since these closed.
Nobody is coming here. These people are not very
educated and they cannot just move around. You
were saying that maybe we wouldn't have these
sweatshop jobs because you wouldn't like it. That
is really vanity. Just because we would not like
one does not mean that these people would not
love these jobs. Last February when gambling
wanted to open in Bridgeport, Connecticut, it was'
one of the worst nights of the year. One thousand
people stood outside for jobs that might not ever
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come. These are people who want to work. If
NAFTA continues to erode these kinds of jobs
for these kinds of people, I see little hope. When
you talk about the family pathologies, these are
mainly caused by the erosion of the manufacturing
jobs. When these jobs left, the family structure
collapsed. If we put those jobs back, there is hope
that we can begin to remedy some of the damage
that has been done. I have a couple of other
points.
This underclass has a much higher birth rate
than the national average. You are perpetuating
the cycle of poverty because the class grows bigger. It is unrealistic for us to think about hightech jobs entirely because the other method of
population growth in this country is through immigration of unskilled workers. Where are they
going to fit in our economy? They do not even
speak English. We must have the basic jobs that
these people can do. We must address these concerns.
In terms of Mexico, you are talking about
minimum wage laws. Mexico has eighty-eight different minimum wages and the minimum wage
agreement is an oral one. How are we going to
know that they will abide by that? The Mexicans
have been very reticent in terms of the labor
agreement relinquishing control over labor. They
were more willing when dealing with the environmental issues. I would be skeptical, as to how
much enforcement would exist. There is the other
issue of what will happen during Mexico's elections.
We know that the ruling party will stay in
office, it is only an issue as to what platform they
decide to adopt. Bill Clinton said he is going to
Europe about the fact that the industrial democracies are unable to create jobs, but I see the
industrial democracies as suffering from the creation of a two-tiered system within those countries. They have been hit across the board, and
you say it is a twelve nation bloc, and they get
the cheaper labor of Portugal and Spain, but that
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is not proving to be enough as they are losing the
same industries we are losing here. And so, it
would seem to be that there will be profound
social dislocation in the European Community as
we are experiencing here, but whereas we are
getting illegals from all over, Europe is getting
large numbers of people from Africa and Asia.
Africa has been left out of this discussion, but
they are an important problem to deal with.
Let me start with the two state issues and
throw in a third. Nebraska, I think, is the clear
winner. We have some corn markets that look at
the Mexican market and see it as very positive if
they have access to it. It is hard to identify the
losers in Nebraska. Connecticut has most of the
problems, and the manufacturing industries are
going to be there if you have NAFTA or not.
They will still have lower wages. The factories
moved to Mexico before NAFTA, and they will
continue to do so. Connecticut must realize that
jobs will continue to be lost, and whether you
have a chance to regain those jobs in other industries is not guaranteed. I think that Connecticut
may come out ahead in the end with exports.
I think it is important that we have an absolute commitment to do whatever possible with
retraining. We must retrain, and share the gains
we, as consumers and taxpayers, get with those
who must make the adjustments. I have been
playing with the idea that perhaps we should have
a phase-out of tariffs over a ten or fifteen year
period, that we should have some sort of trust
fund concept, that some part of those tariffs be
set aside for the sole purpose of retraining. I am
making the argument for the other side. I am glad
no one from Florida is here. I think Florida loses
on this. There is just no way that citrus growers
in Florida are going to come out ahead on this
agreement.
Conditions are better in Mexico than they are
in the United States. Within the states, they prob-
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ably will not have the tradeoffs, I think Connecticut will have, but I think we have to look out
for the national interest. If more people gain than
lose, we must do what is best for the national
interest and share what is gained with those that
lose. If we had people producing bananas in
Florida, while you could do it, it would not be
very efficient. If we ever opened up trade in
bananas with Central America we would be wiped
out. That is what the society of free trade is
about, in that you get the advantage of exploiting
comparative advantages and it is a win-win situation for all countries in standard economic theory.
But it does not mesh with the social or political realities. It will take time.
I am not sure about time, but there is no
reason that we lose jobs faster than we create
them. In fact, we will piobably gain a few more
jobs than we lose on a national scale.
But you gain a different type of job. That is
the problem. It is interesting to see who has
pushed NAFTA. It is pushed by standard corporate Republican types, and you can understand
why they are pushing it. That is their businessmaximize income for stockholders and the corporation. They are good citizens, most of them.
They must stay competitive against Singapore and
Indonesia. But then you have the left wing Democrat-types who are widely enthusiastic about
bringing up third world countries. That is why
there is a great split in the Democratic party. The
old boys who are responsible for taking care of
real people with real problems right now understand that yes, we will gain jobs, but they are
jobs for you, jobs for me, and they are not jobs
for the regular fellow whose literacy is limited to
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writing a postcard and reading simple instructions.
Not illiterate people, but marginally literate people.
What you have is something known as factor
price equalization. In a world in which management and technology can move, you do not have
to have labor move. There will tend to be the
same return to all factors of production everywhere in the world all other things being equal.
What that means is that if the American worker
in this brave new world cannot be more productive
than an Indian on the Yucatan in Mexico, he is
going to work for Yucatan wages, which right
now is two or three bucks an hour. What worries
us is not so much just the loss of jobs but also a
turn in the terms of trade. Right now, there are
terms of trade based upon supply and demand
between information processors, symbolic analysis, and high wage technicians. Those terms of
trade are set by the wages paid by sweatshop
factories in South Carolina where people are making eight and nine dollars an hour. NAFTA actually exports jobs, but it has the potential of
changing their terms of trade and making unskilled labor even less paid. Just to go back to
sweatshop jobs, it is very interesting to see a real
example.
There is a company called Allied Services.
Allied contracts to do all kinds of low-skilled
service jobs, they haul trash for the Navy, and
they run the buses in the Pittsburg airport. Allied
is a serious employer. They start people at six
dollars an hour, but they have health insurance
and vacation and educational grants. They are not
the world's greatest employer, but they are a
wonderful entry-level employer for kids that are
marginally literate because they guarantee that if
you are serious and come to work, within one
year you will be a ten dollar an hour supervisor.
And if you want to extend yourself and try to
learn, they will move you into things like truck
maintenance for Dupont for sixteen dollars an
hour which is close to a living wage. These are
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entry level jobs. Allied diversified has such a hard
time finding employees in Wilmington and Norfolk that they have come to the West Virginia
Department of Welfare. They find our kids, fifty
percent of which are minorities, so much better
than the labor pool in Wilmington or Norfolk.
That is how bad things have gotten. Part of it is
terms of trade and part of it is types of jobs. You
can get a kid to take a ten dollar an hour job in
a factory, but you cannot get him to take eight
dollars an hour to mop floors. At the same time
that you have this massive unemployment rate
and the problems in New Haven, you have employers all down the northeastern corridor who
cannot find employees to come to work every day.
I have two quick responses. One, as a liberal
democrat, I am not going to pick saving six dollars
an hour jobs for good Democrats and give up
fifteen dollars an hour jobs for Republicans.
However, I do not think that is the choice. I go
back to the question of whether we are better off
with or without it. All of the problems that you
mentioned are going to be there without NAFTA.
NAFTA is going to dismantle several barriers,
and very few industries are protected by these
barriers. Service industries will not be affected at
all. Industries who are protected by four percent
tariffs, and if the Uruguay round succeeds, it will
go down by another third, if that four percent
tariff is all that is keeping the jobs here, that will
change. But there are very few jobs which are
dependant on that four percent tariff protection.
Mexico can do all the investment aspects unilaterally. If we reject NAFTA, Mexico can still
encourage investment, and we cannot stop them.
It is very interesting when you talk about
trade and NAFTA. It is a perfect example of how
domestic and international issues come together.
It is hard to disagree with any of the points that
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have been made about how terrible it is to be at
the low end in this country. I know conditions in
New Haven are bad, they are bad in a lot of
places. I think that the point is that the real
problem here is the failure of the social compact
in the 1980s. People are left out. We have two
societies and that is the problem. The problem is
that the Republican Party has basically let down
large elements of our society. That is a major
problem. What we are going to do if we retreat
into fortress America is make that same kind of
mistake internationally and give up on any international compact and forget everyone else. This
is a very static strategy that will hurt a lot of
people. I think that the key is to try and deal with
these problems here and ultimately see that we
can go back and really retreat in this world of
today and cut the rest of the world loose. We
must think more in terms of a global community.
In those days, American companies that would
invest in the Western Hemisphere also had tax
deferrals, exemptions and so forth. So, the Western Hemisphere corporation comes to the bank
and says, "Well, you know what we're going to
do, we have these workers in the Bahamas who
will do the work for seventy cents an hour." So,
from now on, every evening out of New York, it
flies a plane to Nassau. The next morning a plane
brings back all of the cards punched by people
making seventy-five cents an hour, and the people
who were promised the ten dollars an hour are in
the welfare department somewhere now. That is
what was happening. They make promises but
they are not being fulfilled.
I do not think that any of us should set up
rules to deliberately hurt people in the United
States such as you're describing, but I do think
that this adjustment has been going on for a long
time. What happened in 1980 is that we had all
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of this deficit spending that covered up what was
really going on. But NAFTA has not caused these
problems, and the movement of firms to Mexico
has not caused these problems. Those things are
going to happen anyway. The industrial economies are in a profound adjustment. It is another
industrial revolution if you wish. If we hunker
down and reject NAFTA, when the choice comes
up as to what the Europeans should do, they will
hunker down too, and we will wind up with all
kinds of protectionism blocs fighting each other
instead of the expansive type of approach that
you would prefer to take. So I don't think we
have any choice, but to support NAFTA.
There are a lot of arguments in terms of
ultimate expansion that are valid. The thing about
Europe is that they have a much higher employment rate than we have. Europe is much more
protectionist. The thing about the twelve countries
is overstating it a bit because Europe has created
a two-tiered labor force. The Dirigist imperative
in Europe is that if you have a job in the industrial
sector, you are in great shape. The social charges
in France are something like forty and forty-five
percent of gross wages. They are even higher in
the Netherlands. They have this huge eleven to
fourteen percent unemployment rate. The skilled
workers are doing fine if they have a job, but the
young workers are not finding anything because
the wage rates are too expensive and they are
outsourcing. If you get that situation in the United
States, we cannot handle that. It's bad enough
with a six or seven percent unemployment rate,
but if we had a fourteen percent unemployment
rate, it would be wall to wall L.A. You must
realize that there is no consensus in this country
yet as to what the problem is. Very slowly, people
are coming to understand that it is largely a family
structure problem. You must do something about
illegitimacy. You must do something about a fifty
percent divorce rate. You cannot get people to
agree how to achieve that.
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How is stopping NAFTA going to solve this,
because virtually all of the problems you talked
about will be there anyway.
No, because I think it is the foreign investment
provision that allows small companies to move.
There are multilateral investment conventions
as well. There are other ways that they can convince
you that they will welcome foreign investment and
treat it fairly. They do not need NAFTA to do
this.
But they won't. They haven't done it for the
last fifty years. When we turn down NAFTA, they
are more likely to react by saying that they will
take the property that is there. It is unlikely that
they will act in their best interest. There is no
evidence that indicates that Mexico will act, in the
long term, rationally. They may have done so
recently, but that is a blip in an otherwise extraordinary irrational curve.
If you are saying that we ought to form a
consensus to solve some of the problems you are
talking about, bashing NAFTA does not make
sense.
I need time. People are trying to do that.
America is a very volatile society. It can change
very quickly once a consensus is reached.
I think we need to talk about interpenetration
of the United States and the rest of the world, not
just economically, but socially as well. There has
been a lot of complaints about low wages in the
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rest of the world and yes, this is a problem.
Ultimately of course, it is in everyone's best interest
to improve conditions there as here and the more
we put up walls, the more difficult it's going to be
to hide from that wage differential. I think it's
much better to deal with it than to hide from it. I
understand the argument about buying more time.
I just don't think it's going to work. I think it is
abysmal how we are treating people here, and I
think the United States needs to import some social
values from the rest of the world. Here we are, the
last industrialized country in the world that is going
to have a national health care system. Well, again
that's an argument for intercourse with the rest of
the world, economic and social. And in building
these walls, ultimately it will fail. I think that's the
bottom line.
But those social values in other countries tend
to be that if you want to sell it here, then make it
here. You're saying the Reaganites and the Bushites-they failed us. I will grant you that 100
percent. But nobody is saying that Nike failed us
because they make millions of shoes overseas,
they're selling them in the inner cities, and kids in
the inner cities are killing each other for a $150
pair of sneakers that cost Nike thirty cents an hour
to make. New Balance is sitting in Boston making
a better shoe, ask any orthopedic surgeon, paying
somebody ten bucks an hour and turning over a
very nice profit. So there's no sense of corporate
social responsibility. Nobody's pushing for that in
this country. We say, "yeah that's good" when
corporations in the United States go to South
Africa or when they go any other place, but they
have to put something in that society. But if they're
U.S. companies to hell with what they do because
the government has to take care of those people.
That's wrong. Somebody's got to say to these
companies, you've got to do it here.
Well you have to say to them that you have
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to do it in a way that respects basic human dignity
and values. Here or there. Mexico is our neighbor.
Mexico is a strategic concern. If we basically stick
our thumb in Mexico's eye, and think there won't
be substantial economic and social costs, I think is
naive as well, and that's another consideration.
I don't think that there won't be significant
social costs. I think if you want to sell it in Mexico,
go and make in Mexico. And if their economy is
not large enough to suit your needs, then go and
send it around the region.
Now I would like to open it up to the audience.
The one respect in which we employees have
less to crow about than anything else is our capacity
for prediction. After all, we are the folks who said,
"We'll do away with the sporting theory of justice
by tightening opportunities for discovery." And in
that one little step we did the magnificent job of
complicating it and making it far more expensive
than it had ever been before so as to deny justice
to a lot of people. Wars of attrition and finance
have more to do with the outcome of a case than
it ever had before. That's one respect. Then we
had the great moment of Justice Frankfurter when
the reapportionment cases came before the Supreme Court. Justice Frankfurter said, "You can't
do this because nobody's ever going to follow it."
The prediction of this was that people will be going
into political thickets and mathematical quagmires.
And the courts have no business in this. What
happened? Within ten years we had Baker v. Carr',
and the first significant changes in our political
system that made a reality of one-person-one-vote
that hadn't been the case before. But I'm a little

1. 369 U.S. 186 (1962).
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hesitant when it comes to accepting the predictions.
As eloquent and as powerful as the statements are,
they sound just a little bit too certain. So I wind
up with a question. It was my understanding, that
by now the American automobile industry was
supposed to have gone straight to hell. If that is
the case, why is it that we've just seen a very sweet
and peaceful agreement worked out between Ford
and the Union and the talk is that Chrysler is
coming on board right now and sales within the
American automobile industry seem to be up and
the sales of the Japanese vehicles seem to be somewhat down? What's going on that offers some
explanation to this?
Well, what I think is going on is partly the
fact that Americans are fed up with the idea that
the Japanese people are selling us all of their cars
and not giving us any jobs. I understand Honda
claims, that its current Accord meets all of the
specifications of "Made in USA," but virtually
every other one is only assembled here. And that's
just junk labor. If you just assemble products and
you don't make all of the parts, that has profound
repercussions in your economy as a whole. So I
think there's a lot of resentment over the fact that
people are buying all of these cars. The Japanese
did a great promotion job and it is true that their
cars did have better mileage way back in 1974 and
so forth, but now when you talk to people and
say, "Tell me-you've got this Japanese car, was
your American car before that, was that really
bad?" People respond, "No, but you know people told me that Japanese cars are better." There
was a lot of PR and if people push something on
you enough, people will think it's better-like
Nike sneakers, the example I was talking about
before. Now people say, "No, wait a minute. This
is ridiculous. What's happening to our economy?"
Again, an alternative view and maybe try to
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back some of the lawyers' credibility and predictions, at least when we cooperate with economists.
We represented Toyota in the 1980 car case and
our main argument was that the United States
industry had gotten sloppy and lazy. Not just the
industry, but the labor. There had been a time
the Japanese responded with much better products
for the demands of the modern economy, but they
were catching up and we looked to see what the
American industry had done to correct their mistakes. It wasn't obvious in 1980 as it takes four
or five years to get a new line out, but they had
largely self-corrected the problem. They would
quickly become competitive again. It took ten
years but I think that's what happened. I think
they're producing better products. I think they
have responded to the challenge.
Douglas Frazier, however, said something that
was very important. And I think it was the strongest argument against that prediction. We are making the changes, industry is making the changes,
and labor is becoming more productive. But there
is a loyalty factor-it will take many years to
realize that American cars are just as good as
Japanese cars after they are just as good. And I
think he was right too. So I think the predictions
of people on opposite sides of that case explain
the story. We responded to that international
challenge. The Japanese transplants are exporting
cars back to Japan now. We responded to that
challenge, and I think that the entire country is
better off because of that. We have better cars
and lower prices than we would have if we had
not had that challenge from Toyota.
I would just like to add that I do think that
in terms of meeting the challenge-we're not a
bunch of dummies and all that sort even though
the education system is terrible and the family is
falling apart. People still work pretty well if they're
given a chance. And there is a Japanese firm that
came into Wisconsin and set up a soy sauce
factory. They moved to where the soy beans were,
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but they also moved there because of the work
ethic of the people. And we have a lot going for
us. Labor costs are not the only variable in the
equation. There are a lot of other things that enter
in. But I think your question suggests that we can
rise to the challenge and that's what went on in
the automobile industry.
The great summary is Mr. Diebold's summary. That's perhaps the single most profound
comment this morning which is the economic
theory that basically explains to us that in the
long term, NAFTA maximizes production. The
big fight is over distribution. And that's where
we all have different approaches. Partially based
on whether you come from New Haven, West
Virginia or Nebraska, but also based on what you
perceive to be your most important constituents.
I would like to share with you the fact that I
believe we have achieved the purpose of this conference. The purpose was two-fold. First, to make
sure that we remember that we had a history of
the proposed International Trade Organization
and the Havana Charter for future reference. The
second part of the program had to do with situating the various issues-not necessarily in the
most well-orchestrated way, but in an informal
roundtable discussion. Now, in connection with
this conference, I want to especially acknowledge
gratefully all of the participants. Both the speakers
and the registrants, and I would be remiss if I did
not also particularly express my personal gratitude
to Dean Alfini for his support of this conference,
for without his support it might not have succeeded. Thank you very much.

